Policy Research Working Paper 9010
This paper uses methods developed by the Commitment to Equity Institute and data from the Household Budget Survey to assess the effects of government taxation and social spending on poverty and inequality in Moldova. The paper presents the first detailed distributional analysis of the tax and expenditure sides of the fiscal system, examining in particular the contribution of different taxes and transfers to poverty and inequality reduction in Moldova, as well as the cost-effectiveness of different taxes and transfers in achieving these poverty and inequality reduction goals. The analysis finds that the tax-benefit system in Moldova is quite pro-poor and has a significant effect on poverty and inequality, with the poverty reduction effect being stronger for lower poverty thresholds. Pensions provide much of the poverty-reducing effect, which is not surprising, given that in an aging society like Moldova, pensions are the main income source for many households. Direct transfers are also quite effective in reducing poverty and are also efficient, providing a relatively high degree of poverty reduction per dollar allocated to these programs, but their overall effect on poverty is muted by their small budgetary allocations. This paper is a product of the Poverty and Equity Global Practice. It is part of a larger effort by the World Bank to provide open access to its research and make a contribution to development policy discussions around the world. Policy Research Working Papers are also posted on the Web at http://www.worldbank.org/prwp. The authors may be contacted at acojocaru@worldbank.org, mmatytsin@worldbank.org, and prohnitchi@gmail.com.
Introduction
Moldova's economy grew strongly during the 2001-2008 period, and in subsequent years periods of fast growth were punctuated by episodes of negative growth in 2009, 2012 and 2015. Over the period 2000-2017 GDP per capita in 2011 US$ PPP terms more than doubled, the country registered an impressive reduction in the poverty rate -taking the Lower Middle Income country poverty threshold of US$ 3.2/day in 2011 PPP terms, the share of population below this threshold fell from almost 70 percent in 2000 to just 1 percent of the population in 2017 (Figure 1 ). According to the national poverty methodology, the poverty headcount fell from 54 percent in 2001 to just below 10 percent in 2015. The reduction in poverty has also been associated with a steady reduction in the degree of income inequality in Moldova. The Gini index of inequality fell from 0.35 in 2007 to 0.26 in 2017, and is at the lower end of the inequality indices among countries in the ECA region ( Figure 2 ). The fall in the level of inequality registered in Moldova is quite large, by international standards. Panel B of Figure 2 plots the reduction in the Gini index during the 2006-2016 period against the initial level of inequality in 2006. As one would expect, higher initial levels of inequality are associated, on average, with greater absolute declines in the Gini index. However, countries in the ECA region (orange dots) tend to cluster around the regression line, whereas Moldova (and also Kyrgyzstan) register a much higher reduction in inequality, relative to the starting point. 1 1 This could, however, be a sign of deteriorating data quality. It would be important to compare the inequality statistics with those coming out of 2019 HBS data, as they rely on a new sample drawn from the 2014 Population Census sampling frame. What were the main sources of disposable income growth for population groups at different income levels? Pensions and remittances were among the key contributors to overall disposable income growth, both for low income households and for high income households, but especially for the bottom three income quintiles. A similar decomposition done separately for urban and rural areas suggests that both pensions and remittances grew faster in rural areas in absolute terms (and so did overall disposable income), whereas in relative terms growth in remittances and pensions contributed a greater share of the total in urban areas (Cojocaru and Matytsin, 2018) . At the bottom of the income distribution, disposable income growth was also supported by social assistance. Whereas for the 2nd-5th quintiles the contribution of social assistance to overall disposable income growth was negligible, for the population in the bottom quintile social assistance also contributed one-fifth of the total disposable income growth (Figure 3) . The relative contributions of various income components to overall disposable income growth are a reflection, in part, of the composition of household income sources, and of the changes in the demographic profile of the population. A recent analysis shows that between 2011 and 2016 the importance of remittances, especially for the bottom 40 percent of the population, increased, while the importance of labor income fell. Meanwhile, among the urban B40 group, the share of pensions in overall disposable income increased from 23 percent in 2011 to 27 percent in 2016, consistent with the notable increase in the age profile of the population pyramid. With high levels of emigration of working age population being an important contributing factor, since independence the average age in Moldova has been increasing more rapidly than in the ECA region overall (Cojocaru and Matytsin, 2018 ).
The income decompositions described above provide some insight into the contribution of certain parts of the fiscal system (notably, transfers) to inclusive growth. However, it is worth considering more rigorously, to what degree various components of the fiscal system, both taxes and transfers, alleviate poverty and inequality in Moldova. The answer to this question is important both in the context of creating fiscal space for growth enhancing spending while protecting poor and vulnerable groups, and also to be able to assess the distributional impact of the important policy changes such as the tax policy changes that were introduced in 2018. An investigation of this broad question -what is the distributional incidence of each element of the fiscal system, and of the system overall, and how effective (and efficient) each element of the fiscal system is in alleviating poverty and inequality -is the objective of this paper.
In order to answer this question, the paper employs the Commitment to Equity (CEQ) framework -a fiscal incidence analysis that focuses on the poverty and inequality implications of the country's fiscal system (Lustig and Higgins, 2013) . The methodology, described in detail in section 3 of this paper, relies on assigning to each household in a representative household survey sample, various taxes and social transfers (both direct and indirect), based on a set of income concepts that allow for a gradual incorporation of different components of the fiscal system into the household's income. This setup then allows us to compute a set of poverty and inequality indices before and after the program intervention, which gives the marginal effect of a given program on poverty and inequality. In addition to the poverty and inequality effects, the CEQ setup also enables us to compare across programs their efficiency in reducing poverty and inequality, that is the effect of the program, normalized by the overall budget that the program commands, to account for the fact that the differential impact of different programs on poverty or inequality is a function of, for instance, program targeting, but also of the overall budget that the program wields.
One clear advantage of the CEQ methodology is also the harmonized methodology that has been applied in over 70 countries worldwide, including a number of ECA countries such as Belarus, Poland, Romania, the Russian Federation, and Ukraine. The methodological consistency in the way income concepts are defined, as well as reliance on internationally comparable poverty thresholds in US$ Purchasing Power Parity (PPP) equivalents allows for relatively straightforward cross-country comparisons and benchmarking of the distributional impacts of various taxes and transfers, and comparisons of program efficiency.
It should be noted at the outset that the CEQ focuses on the poverty and inequality impact of the tax-benefit system, whereas other aspects of fiscal policy are not discussed in detail in the analysis, such as fiscal sustainability or revenue generation. The omission of these issues from the analysis does not deny their importance for overall fiscal equity. However, the primary focus of the CEQ framework is to provide insights on fiscal incidence and impact of taxes and transfers on poverty and inequality. Nevertheless, in section 4 we present a discussion of efficiency of various instruments, that is, their impact of poverty and inequality per dollar allocated to the program, which does provide insights on ways in which the poverty and inequality impact of the fiscal system could potentially be improved, holding the overall envelope constant, or how much money could be saved, for a given poverty or inequality impact, by focusing reforms on parts of the fiscal system that are particularly inefficient in achieving fiscal equity goals, and/or strengthening programs that have a high degree of efficiency.
The main findings emerging from the analysis suggest that the tax-benefit system in Moldova is quite pro-poor, with 60 percent of the population as net recipients, and households at the bottom of the income distribution receiving as much as 96 percent of their final income as net benefits (including old age pensions). The overall distributive effect of the tax-benefit system is significant; the Gini index falls from 0.48 for market income to 0.31 for final income, a 36 percent reduction. Similarly, the poverty rate falls by some 20 to 60 percent from the level associated with market income, depending on the poverty threshold used, with the poverty alleviating effect being stronger the closer one gets to the bottom of the income distribution. The overall redistributive effect of various programs depends in part on its targeting and ability to cover households in need, but it also depends on the program budget -larger programs have greater capacity to alleviate poverty and inequality, at least in principle. Comparing the efficiency of various programs in alleviating poverty and inequality per dollar allocated to these programs, we can see that the targeted social assistance to poor families' benefits is the most efficient. Of all the types of direct transfers, poverty benefits have the lowest cost of fighting poverty and inequality, even though the overall poverty reduction effect of the program is muted by its small size. Old age pensions, despite not being means-tested, are also moderately efficient in reducing poverty and inequality, because in a society strongly affected by population aging, as is the case of Moldova, many households rely on pensions as their main source of income.
The rest of the paper is structured as follows. Section 2 provides a description of the key components of the tax and transfer system in Moldova that the analysis models in subsequent sections. Section 3 introduces in some detail the methodology employed by the CEQ analysis, and the underlying data sources, assumptions and limitations. The main results of the analysis are presented in Section 4. These results are descriptive, in the sense that they describe the incidence and the poverty and inequality effects of various components of the fiscal system, as observed in the data. Section 5 presents some conclusions and policy recommendations.
Revenues and expenditures of the general government
Until the mid-2000s, Moldova had a consolidated fiscal position, with the deficit being either positive or in the lower negative digits of up to -0.5 percent of GDP. Expenditures increased from 35.1 percent of GDP in 2004 up to 43.7 percent in 2007, the increase being mirrored by a similar increase in government revenues ( Figure 4) . In 2008 the situation changed dramatically, following both fiscal reforms such as the introduction in 2008 of zerorate Corporate Income Tax (CIT) for reinvested profits, and higher spending commitments. In the wake of the financial crisis, total revenues, which declined already in 2008, experienced a much more drastic contraction in 2009, when the economy found itself in a recession. Amid domestic political turbulence, the government was not able to rationalize its expenditures, with a resulting deficit of -6.4 percent GDP in 2009. The situation stabilized after 2011, with the deficit hovering around -2.2 percent. A more drastic consolidation took place in 2017, when the deficit reached -1 percent of the GDP. 
Main sources of revenues
With a total share of around one third of the total revenues, the Value Added Tax (VAT) is by far the most important revenue source (Table 1) . Over the years, the VAT has also been the most stable source of funding. 2 The VAT system in Moldova is rather complex, and includes 3 different rates. The standard rate is 20 percent. A reduced 8 percent rate applies for supplies of bread and bakery products, a number of medical drugs, natural gas, a number of primary agricultural products, sugar, and biofuel. As of October 1, 2018, a new 10 percent rate has been introduced for hotel, cafeteria and restaurants services. Exemptions and exceptions to the general VAT regime abound and there is also a special VAT treatment regime for investments.
Mandatory contributions to the State Social Insurance Budget are the second most important source of budgetary revenue, with a share of 22 percent of total revenues in 2017; it is also the second most stable source since 2004. The third most important source of revenues is excise taxes, accounting for around 11 percent of total revenues. The list of goods subject to excise taxes include alcoholic beverages, processed tobacco goods, oil and derivatives, caviar and caviar substitutes, perfumes, furs and cars.
The Personal Income Tax (PIT), the CIT and payments for mandatory health insurance account for around 7 percent of total revenues each. For the year 2018, health insurance contribution rates have been maintained at the level of 9 percent of the labor remuneration fund and are split into two equal contributions of 4.5 percent for employees and 4.5 percent for employers. Until October 1, 2018, the PIT was a progressive two-tier system with 7 percent for the portion of annual income up to MDL 33,000 and 18 percent for incomes above that threshold, while the CIT was set at 15 percent. As part of the fiscal reforms package adopted in 2018, a flat income tax rate of 12 percent was introduced. The amount of income exempt from PIT was approved at the level of the official minimum subsistence level (MDL 24,000 per year). Income obtained from farming is taxed at 7 percent. The PIT and CIT were the most volatile sources of budgetary income between 2004 and 2017. UN-2008 /SEC-2010 . For the sake of comparability, the GDP percentage in this table and elsewhere in the text are calculated using the previous GDP methodology. The difference between GDP calculated based on the updated and previous methodology is +17 percent. Source: Ministry of Finance of the Republic of Moldova, "Report on execution of the 2017 National Public Budget", http://mf.gov.md/ro/download/file/fid/12576 and authors' calculations.
Combined, these six revenue sources -VAT, social insurance, excises, CIT, PIT and health insurance contributions -currently generate around 86 percent of the total revenues of the general government budget and the general trend has been that of consolidation of the total budgetary revenue around these core taxes.
Main types of expenditures
In 2017, total expenditures of the general government in Moldova stood at MDL 54.5 billion, equivalent to 36.3 percent of GDP. The bulk of government expenditures are designated for social area policies (Table 2) . Social protection expenditures account for 35 percent of the total budgetary expenditures, followed by education (17.8 percent) and health protection (13.3 percent). Combined, expenditures on these three spheres account for two-thirds of the total, signaling the social orientation of the budget. As official data for 2017 are still not available, Table 3 presents the details of expenditures for the three sectors for the period 2014-2016. Outpatient services are the costliest item of the health protection budget, accounting for around 40 percent of the total resources, followed closely behind by outpatient health services. In the education sector, secondary education accounts for the largest, albeit declining over time, share of total expenditures (around 45 percent), whereas the pre-primary and primary education absorbs around 28 percent of the total resources. Almost two-thirds of the social protection total financial envelope are used for old age pensions, and the share is rapidly growing, following the population aging shifts in the demographic trends, as well as the out-migration of the population, the growth in informal employment and, since 2017, the more generous pension-calculation policy. Sickness and disability-related payments represent about 15 percent of the total resources allocated for social protection in the year 2016, while family and children-related ones, around 9 percent. The social protection system in Moldova is organized in two pillars: social assistance, which includes social payments and social services, and social insurance. In 2017, the total of transfers made by the social protection system amounted to MDL 17.3 billion, or 13 percent of GDP. Social insurance accounts for around 65 percent of total resources, while social assistance -for the remaining 35 percent. Most of the payments for both social assistance and social insurance are made from or through the State Social Insurance Budget (SSIB) which is managed by the National Chamber of Social Insurance. The amount and structure of expenditures presented in the Table 4 reflects a rather complex system, with many duplicating categories of payments and with many individuals apparently benefiting from multiple benefits. Closing the gap up to the minimum pension, supplementary pensions to some categories of population, sanatorium treatment, summer camps. Source: National Chamber of Social Insurance, 2017 Annual Report.
Social insurance
Social insurance policy is funded from the State Social Insurance Budget (SSIB) which is managed by the National Chamber of Social Insurance. SSIB expenditures related to social insurance are financed from the contributions of insured persons and their employers', however, the SSIB's own revenues cover only a part of the expenditures, the rest being financed by the state budget. According to the financial plan for 2018, out of the MDL 11.1 billion to be spent for old age pensions, MDL 1.0 billion are to be covered from state budget transfers.
Social insurance in Moldova is organized as a pay-as-you-go system. Contributions are paid by both employer and employee. Until the 2018 tax reform, the employer's contribution for mandatory social insurance was 23 percent, which as of October 1, 2018 has been brought down to 18 percent. The employees' share is 6 percent. However, a number of sector-specific regimes apply. In the agricultural sector the employers pay contributions of 22 percent, of which 6 percent are subsidized from the state budget, the employees pay 6 percent. In the civic aviation sector, the employer's contribution is 33 percent, the employees' share is 6 percent. Very generous conditions apply to employees of the residents of the IT parks. Owners of individual enterprises, notaries, bailiffs, lawyers, authorized administrators and natural persons undertaking independent activities in the retail sector and entrepreneurial patent holders pay annually a lump sum individual contribution (MDL 7,512 in 2017) . Persons deriving their income by working on own land may pay a lump sum of MDL 1,920.
Old age pensions are the main component of the social insurance part of the SSIB (70 percent). However, pensions are rather small and the replacement rate is only around 26 percent. Two criteria apply for the person to be entitled to receive an old age pension: retirement age and period of contribution. Until 2017 the standard retirement age was 57 years for women and 62 years for men. A gradual increase and convergence of the retirement ages for men and women has started in 2017, so that it reaches 63 years for men by July 1, 2019 and 63 years for women by July 1, 2028. By 2017, the general period of contributions was 30 years for women and 33 years for men. As in case of the retirement age, the contribution period has been set to increase. It is already 34 years for men, and will reach 34 years for women by July 1, 2024.
As part of the pensions system reform, and with the purpose of increasing the replacement rate, a new formula for calculation of the pension has been introduced:
1.35% * * ∑ * Where:
 P -the amount of the pension;  1.35% -accumulation rate for the contribution years realized after January 1, 1999;  Tt -contributions period, years;  coni -sum of individual contributions paid for the period i;  Ci -individual contribution quota established for the period i;  Ki -valorization coefficient established for the period i;  n -number of months for which contributions have been calculated and paid.
The part of pension paid from the SSIB is subject to annual indexation on the basis of CPI inflation (until 2017, the indexation rate was calculated based on both CPI and average wage growth).
Social assistance
The social assistance system in Moldova includes social payments and social services. Social services are not reflected in the SSIB as they are delivered by local social assistants and are funded from local budgets. Social payments are, in general, very small, around MDL 340 according to data from 2015.
One of the key social assistance benefits is material aid (Ajutorul Social in Romanian language). The key purpose of the material aid program is to ensure a guaranteed minimum monthly income (GMMI) to disadvantaged families. The material aid (coupled with the aid provided during the heating season) thus represents a means-targeted social benefit. While it reaches mainly the families from the lower income quintiles, it offers only a limited safety net to the families depending on the benefit -it is a rather small amount of money meant to provide only for the most basic needs. Families entitled to material aid also benefit from fully compensated health insurance. Eligibility conditions involve the following:
 The family must have a monthly income below the level guaranteed by the state for that family;  All adults in the family have either to be employed, officially registered as unemployed (and do not refuse to take part in community works) or are unable to work due to health conditions;  The family has to pass the wealth test (below 80 points).
The amount of GMMI for each family member is established as follows:
 100 percent of the GMMI for the solicitor;  70 percent of the GMMI for other adults in the family;  50 percent of the GMMI for each child;  Plus 30 percent of the GMMI for every adult with disability;
 Plus 50 percent of the GMMI for every child with disability;  Plus 10 percent of the GMMI if the adult with disability is the only adult in the family.
When calculating the available global income for the applicant family, a number of sources of income are partly or entirely not accounted for, including:
 State financial support provided to the beneficiaries of social pensions or allocations in the amounts not exceeding MDL 1,500;  MDL 200 from the wage declared by every employed person in the applicant family;  MDL 200 from the child benefit for every child in the applicant family;  Material support provided to the vulnerable persons from the applicant family from the local budgets or from the republican fund for social support of the population;  For the families composed only of work-unable persons (children, adults with disabilities, persons aged above 75 years (62 for the aid for the cold period of the year)) -income derived from agricultural activities.
As of April 1, 2018, the GMMI has been established in the amount of MDL 1,025, up from MDL 961 in 2017. The increase follows the annual indexation based on the CPI index for the previous year (106.6 percent in 2017).
In-kind benefits: Health and education 3
CEQ's analyses of the distribution of government expenditures on education and healthcare are based on the BOOST databases, 4 along with other official sources of public finance data (e.g. budget execution reports of the National Health Insurance Fund). The BOOST data represents a comprehensive source of information on the finances of local governments in Moldova. BOOST dataset is compiled based on the raw data extracted from the national Financial Management Information System (FMIS). A typical BOOST consolidates the raw data into one single, coherent database that can be analyzed along various budget dimensions -administrative levels, functions, costing items, activities, programs, budget entities, as well as sources of financing of government expenditures.
About 18% of general government spending in 2017 or MDL 9.681 billion went to the provision of education in the country, while public spending on health care absorbed 13% or MDL 7.268 billion of total government spending in the same period (see Table 5 ). The lion's share of education expenditures is channeled through the budgets of local governments, which collectively account for more than ¾ of total spending, according to the 2017 sector execution data, with the remainder being channeled through the State budget. On the contrary, health care expenditures are more centralized with 86% of health care spending being directed through the National Health Insurance Company (NHIC). Meanwhile, the State budget accounts for about 12% of total spending on health, with the remaining of 2% going to local governments. Total expenditures are the sum of direct expenditures and intergovernmental expenditures and represent final sector expenditures. All sector expenditures can be broken down into recurrent expenditures used to pay for wages and salaries to employees, purchase goods and services, pay for repairs, utilities, etc., and capital outlay expenditures including spending on capital repairs, purchase of fixed assets, land, etc.
The education and healthcare expenditure figures can be further broken down by sub-functions and rayons. To align better the BOOST/Treasury data with the information available in the Household Budget Survey for Moldova, the analysis allocates regionally disaggregated sectoral spending to custom variables, following the logic of the survey. Each variable in Table 6 can be briefly summarized as follows:
-"Health: in-hospitals": the category covers government spending on in-patient care. The category generally includes government spending on in-patient care services provided in rayons, as well as general and specialized inpatient care services provided in the Municipality of Chisinau. About 63% of overall in-patient care expenditures took place in the capital city, being driven primarily by the budgets of in-patient care providers of republican significance (e.g. national hospitals, institutes, etc.).
-"Health: out-of-hospitals": the category is comprised of government spending on several budget sub-functions, namely -"30 Outpatient specialist care", "31 Laboratories/diagnostics", "40 Outpatient primary care", "41 Home care", and "70 Emergency care". About 48% of overall combined expenditures on these sub-functions were spent in the Municipality of Chisinau, largely due to the providers of national significance located in the capital of the country.
-"Education: preschool": the variable captures government spending on pre-school education institutions. About 27% of expenditures on pre-school education in 2017 were spent in the Municipality of Chisinau, mainly due to the greater number of preschoolers residing within the boundaries of the municipality.
-"Education: school": the category captures government spending on primary schools, gymnasiums and lyceums. When combined, these categories can be used as a proxy of school education in Moldova (i.e. grades I-XII), for children from about 7 to 18 years old.
-"Education: after school (below university)": the variable is comprised of government spending on vocational and jobs schools, as well as colleges.
-"Education: university": this variable includes government spending on higher education institutions.
The latter two categories cannot be regionally disaggregated. Since almost all higher education institutions are located in the capital of the country and other big cities, we allocated them to receivers ate the national level.
It should also be noted that not all sector expenditures from the BOOST datasets were allocated to the variables identified in the survey. In the case of education, for example, about 9% of overall local government spending on education has not been attributed to any of the variables. Most of the unallocated spending consists of administrative expenditures and other un-allocable items (i.e. capital investments in health care).
The information presented in Table 6 focuses on 2017, the most recent year for which relevant regionally disaggregated sectoral expenditure data were publicly available 5 when the study was carried out. Since the detailed regionally disaggregated health expenditure data was available only for 2016, the analysis adjusted the regional composition of spending by sub-functions to match the NHIC's annual budget execution statements for 2017. 
Methods, data, and key modeling assumptions

Construction of the main income concepts
This paper employs the CEQ framework for fiscal incidence analysis to evaluate the impact of fiscal policy on poverty and inequality in Moldova. In order to do this, the methodology requires allocating taxes and benefits (both cash and in-kind) to individuals from a representative sample of the population in a household survey (here, the Household Budget Survey for 2017), such that one can compare incomes before taxes and transfers with incomes after taxes and transfers (Lustig, 2018) and ( Figure 5 ). Because for each separate income concept it is possible to compute statistics such as the poverty rate, or inequality indices, comparisons across different income concepts thus allow for an assessment of marginal contributions of individual taxes and expenditure programs to poverty and inequality alleviation. In addition, because each program and tax is allocated to households in the survey sample, this also allows for insight into the incidence of various taxes and programs across different population groups; in other words, one can construct a profile of contributors and beneficiaries of different programs.
The CEQ methodology relies on four main income concepts ( Figure 5 ). The point of departure is market income, i.e. household income before any tax-benefit interventions have taken place. It comprises income from all forms of employment, capital income (rent and dividends) and private transfers. The next income concept can be defined by augmenting market income with pensions, i.e. market income plus pensions, which includes contributory pensions and excludes the respective pension contributions. Continuing from market income plus pensions, if we subtract direct taxes and social insurance contributions other than pension ones and add direct cash transfers (and other social benefits except pensions) we arrive at disposable income. Disposable income is typically the key income concept in standard analyses of poverty and inequality, and as such, the fiscal analysis typically stops here. However, we compute two further income concepts. By subtracting indirect taxes (VAT and excises) and adding subsidies we arrive at post-fiscal income, which reflects the actual amount of market goods and services consumed by households (sometimes this is also referred to as consumable income). Finally, we define final income as one that includes the cash equivalent of the cost of public health and education services consumed by households. Given the significant weight of the pension system, both as a source of revenue and as a component of social spending, it can have an important redistributive effect. The CEQ methodology allows us to consider two extreme assumptions with respect to how pensions are modeled: contributory pensions are treated as direct transfer, contributions to the pension system are subtracted from gross income -pension as government transfers (PGT) scenario; and contributory pensions are treated as a part of market income, contributions to the pension system are treated as lifetime earnings and not subtracted from gross income -pension as deferred income (PDI) scenario. In reality, the distinction between contributory and non-contributory pensions can be arbitrary, given that pensions are funded, in part, through the state budget. The two scenarios can thus be considered as an upper and a lower bound of a true estimate of the distributional impact of the pension system. The analysis in this paper mostly relies on the PGT scenario (this is also the case in recently completed CEQ analyses for Belarus and Ukraine, for instance), however, the results for the alternative could be easily received if market income plus pensions is considered as initial level.
The CEQ methodology relies on a number of key assumptions that should be kept in mind when interpreting the results of the analysis. For instance, the analysis is based on economic rather than statutory tax incidence, hence, we assume that individual income taxes and contributions (both by employee and employer) are borne by labor in the formal sector and that consumption taxes (on both final goods and inputs, using input-output tables for the latter) are fully shifted forward to consumers. This is equivalent to assuming that the supply of labor and demand for goods and services are perfectly inelastic 6 (Lustig, 2018) . In addition, the welfare indicator used is income per capita in accordance with the national statistical practice. Finally, it is worth noticing that CEQ framework is aimed at incidence analysis using amounts reported in the survey, therefore the annual amounts of tax revenues and social spending do not necessarily coincide with those found in other sources, in particular National Accounts.
One of the objectives of the CEQ is to provide insights into the progressivity / regressivity of taxes and transfers. We rely on common definitions of tax progressivity (see Box 1 for more details), consistent with high-income groups facing a higher average tax rate than low-income groups (relative progressivity). Similarly, cash transfers are considered to be progressive when they account for a larger share of the low income groups' income (Joumard, 2012) . In addition, we also compute Kakwani indices of progressivity (Kakwani, 1977; Lustig, 2018 ) -a positive value of the Kakwani index corresponds to a progressive tax or transfer, while for regressive taxes or transfers the index takes on negative values. Deciles are defined based on disposable income plus taxes for direct taxes, disposable income minus transfer for direct transfers and pensions, and pure disposable income in other cases.
Box 1: Progressivity of taxes and transfers -main principles
One of the ways of determining the effectiveness of different programs in reducing inequality is through the analysis of progressivity of programs. In this analysis, the degree of progressivity is determined by the share of benefits (or taxes) going to different population groups (such as deciles) relative to their respective share of income. Thus, a program can be deemed to be progressive if the share of benefits (as a proportion of pre-fiscal income) decreases with income; a tax can be deemed to be progressive if the share of tax (or the tax rate) increases with income. Progressivity, thus defined, is known as relative progressivity. Alternatively, a program can be deemed to be absolutely progressive if the per capita amount decreases as income rises.
The CEQ analysis relies mainly on the concept of relative progressivity, which is also consistent with the principle that a transfer or tax is progressive (regressive) if applying that tax or transfer alone results in, conditional on no re-ranking, a less (more) unequal distribution than that of pre-fiscal income.
One of the (relative) progressivity indicators is the Kakwani index, defined as the difference between the concentration coefficient of the tax and the Gini for market income in the case of taxes, and as the difference between the Gini for market income and the concentration coefficient of the transfer in the case of transfers (Kakwani, 1977) . Thus, the Kakwani index will be positive (negative) if a tax is globally progressive (regressive), where global progressivity (regressivity) is in terms of the concentration curve associated with the particular tax lying everywhere below (above) the prefiscal income Lorenz curve. Similarly, in the case of transfers, a transfer is globally progressive (in relative terms) if its concentration curve lies everywhere between the prefiscal income Lorenz curve and the 45-degree line. If the concentration curve of a transfer lies everywhere above the 45degree line, the transfer is globally progressive in absolute terms.
Source: Lustig (2018) 
Data and consistency between administrative and survey information
The analysis is based on the Household Budget Survey (HBS) for 2017 --the latest year of microdata available at the time of analysis. This is the official survey conducted by the National Bureau of Statistics of the Republic of Moldova for purposes of poverty and inequality monitoring, among other desiderata. The HBS survey sample covers the whole of Moldova's territory, with the exception of the Transdniestria region. The statistical population includes households / individuals who are citizens of Moldova, including persons absent for long periods of time (exceeding 1 year) if they maintain family ties to the households from which they originate. The HBS sample is drawn from the master sample based on the 2004 Population Census, comprised of 129 localities grouped in 150 primary sampling units. The sample is stratified based on geographic criterion (North, Center, South regions), town size and type of area (urban/rural). In 2017, the survey sample covers 5,149 households or 11,772 individuals and is representative at the national and regional levels.
One of the implications of the HBS sample being based on the 2004 Population Census, and not on the 2014 Population Census (the new sampling frame, taken from the 2014 Population Census, will start being used from the 2019 HBS round onward), is that there are some discrepancies between the weighted population distribution in the HBS, and the population distribution from the 2014 Census. In addition to the difference in the estimate of the population total between the two data sources, the distribution of the population across regions also differs between the HBS and the 2014 Population Census, with a somewhat higher share of the population in the HBS being from Chisinau, and relatively smaller shares from the other statistical regions for the same year ( Figure 6 ). These differences stem primarily from the fact that Moldova's demographics have been affected by significant migration flows, which complicates capturing population dynamics during the ten-year intercensal periods. It is difficult to speculate on the precise ways in which the CEQ analysis in particular may be affected by the sample discrepancies, and an update of the analysis based on HBS data from 2019, based on the new sample frame, would be instructive in this regard. In the analysis we include all existing social contributions and almost all direct taxes applied to households (this amounts to about 93 percent of total revenue collection for these types of taxes). For indirect taxes the coverage is also very high -97 percent of total indirect taxes are reflected in the analysis. For social policy this ratio is 91 percent and for in-kind health and education services -86 percent.
Most of the programs included in the analysis match the administrative numbers fairly well (Table 7) . Direct taxes and social contribution cover 82-87 percent of the aggregate administrative numbers for those items. Some mismatch could be explained by the natural bias in the survey sample and some income misreporting at the top of the distribution. Contributory pensions are overestimated quite significantly, while other direct transfers show lower numbers than in aggregate statistics. This could be explained by some flaws in the sample frame, that does not fully reflect the current demographic structure of the population. Indirect taxes included in the analysis represent only half of the total collection from these sources. However, this is not a signal of underestimating those aggregates, because not all VAT and especially import duties fall onto consumers and that is why these numbers are not expected to match completely. The in-kind health and education benefits were scaled down intentionally using the ratio between total expenditures in HBS and National Accounts as it is advised by the CEQ methodology (Lustig, 2018) . Main summary statistics on household and income structure are presented in Table 8 . As can be seen, the families with lowest incomes before any interventions are families with children and pensioners, that do not have much of market incomes. These categories as well as rural residents also rely on remittances and incomes from agriculture more than other groups of population. 
Results and discussion
Main results -incidence of the tax benefit system
Most households contribute and benefit from the system at the same time, but the net effect is not the same for all. On average, households are net receivers from the tax-benefit system in Moldova -they receive 5 percent of their final income as net benefits from the system (Table 9, Figure 7) . 7 The most important components of the benefit system are pensions (21 percent). Other direct transfers, in-kind education and health benefits are relatively less important (5, 6 and 5 percent of final income respectively). The average burden of social contributions and 7 This section relies on the scenario when pensions are treated as transfers. The redistribution effect of the tax-benefit system in Moldova is much smaller in the alternative case when pensions are treated as deferred income. The magnitude of redistribution power under that case could be received from indirect taxes is similar (15 and 13 percent of the final income respectively), while direct taxes are on average account for 4 percent of final income.
The tax-benefit system is quite pro-poor in Moldova in the sense that 60 percent of the population are net recipients and only 40 percent are net payers into the system. However, the degree of reliance on the system varies a lot with income levels. The poorest decile depends almost entirely on transfers and other benefits. Households in this income group get as much as 96 percent of their final income as net benefits. For the second decile this share is almost 80 percent of the total and even in the third decile one receives more than half of one's final income as net benefits (Table 9, Figure 7) . Meanwhile, the top two deciles contribute 26 and 36 percent of their final income as net taxes into the redistributive system in Moldova. 8
The relative importance of each intervention also varies significantly by income groups. Pensions and other direct transfers are highly progressive in the sense that their shares in final income decrease with market income level. Lower deciles defined by market income rely on these two interventions -their shares in the final income for the bottom decile are almost 91 and 64 percent respectively (Table 9, Figure 7 ). For the top decile, their role is much smaller -together they account for less than 6 percent of the final income. In-kind health benefits are also more important for the lower part of the original income distribution. The middle of the distribution benefits most of all from in-kind education transfers. They account for 15 and 13 percent of final income for the third and fourth deciles respectively and only 2 percent of final income for the bottom and top deciles. Direct taxes and pension contributions are highly progressive in the sense that higher deciles pay a much higher share of their income for these types of taxes, while indirect taxes (mainly VAT) are regressive -lower deciles pay up to 20 percent of their final income, while top deciles only 10 percent. Figure 7 . Incidence of main components of tax benefit system by deciles, share of final income, percent.
Note: deciles are defined based on market income. Source: authors' calculations using HBS-2017 data.
If we examine the incidence of main components of the tax benefit system separately for some representative household types, there are three categories of net payers, while other four benefit from the system (Table 10, Figure  8 ). The three categories of net payers are households with no children, and no pensioners, and families that consist of two working age adults and one or two children. They do benefit from the system through direct transfers, inkind health and education, but the amount of their contributions through direct and indirect taxes is higher than the benefits they receive. On net they contribute 5-12 percent of their final incomes. These types of families are among the least vulnerable.
The main beneficiaries are retirees-only households that get 68 percent of their final income as net benefits from the system, mainly through pensions (73 percent) and other direct transfers (17 percent). The households in this category are also the main beneficiaries of the health system in relative terms (8 percent of their final income is coming from this source). However, for obvious reasons, they do not benefit from the education system. Families without children, but with pensioners and working adults are also among net beneficiaries, receiving on average 34 percent of their final income mainly through pensions.
Another important category of beneficiaries includes families with three or more children and incomplete families with one adult and children (Table 10, Figure 8 ). These two vulnerable groups are benefiting 20 and 7 percent of their final income respectively. It mostly comes in the form of in-kind education and to a less extend direct transfers. In-kind education transfers account for 20-25 percent of their final income, 5-10 percent coming through direct transfers and 3-5 percent through in-kind health services. Geographically, the main beneficiaries are concentrated in rural areas and small towns, while those who live in big cities are net payers on average (11, Figure 8 ). The rural and small town residents receive 17 and 8 percent of their final income as net benefits. It comes mainly in the form of pensions (22 percent). Other three components of benefit system (direct transfers, in-kind health and education services) have similar shares between 4 and 8 percent of the final income. While residents of big cities, including Chisinau, are net payers to the system on average, mainly because they benefit less from in-kind transfers and pensions, while pay much more through direct taxes and especially social contributions. Figure 7 . Incidence of main components of tax benefit system by types of location, share of final income, percent.
Source: authors' calculations using HBS-2017 data.
Distributional impact and marginal contributions of fiscal interventions
The tax benefit system in Moldova significantly reduces income inequality. The Gini index falls from 48 percent for market income to 31 percent for final income (Table 12) or by 17 percentage points, equivalent to a 36 percent reduction. The biggest decline of inequality comes on account of pensions -the Gini at the level of market income plus pensions is 14 percentage points or 29 percent lower than at the original level. After direct taxes and transfers the Gini index falls further by 4 percentage points or another 10 percent. However, the next layer -indirect taxes is dis-equalizing in the sense that these components increase the Gini index marginally by 2 percentage points. After in-kind transfers, the Gini index falls further by another 1 percentage point.
Poverty declines rapidly after tax-benefit interventions in Moldova. Depending on the poverty line, the poverty headcount falls by 20-60 percent from market income to consumable income 9 (Table 12 ). The effect is stronger for the lower poverty lines -for the international line of 3.2 USD/day in 2011 PPP the poverty rate goes down by 64 percent. For the international line of 5.5 USD/day in 2011 PPP and national lines the effect is less pronounced, but still high and reaches 20 percent. Like in the case of inequality, the biggest relative reduction of poverty happens through pensions. Direct transfers minus direct taxes still contribute to a notable absolute reduction in poverty incidence (Table 12 ).
The results for the alternative scenario, when pensions are treated as deferred income, are much more moderate. The Gini index falls from market income plus pensions to final by 2 percentage points or 3.4 percent. The poverty headcount under national and international lines actually increases by 16 percentage points due to the strong effect of indirect taxes, which overcompensates the positive contribution from direct transfers minus direct taxes. Pensions and direct transfers are the most progressive component of the tax-benefit system in Moldova with the Kakwani index of 0.81 and 0.8 respectively (Table 13 ). They are followed by in-kind health and education benefits. Direct taxes and pension contributions are also slightly progressive, while indirect taxes (mainly VAT) are the only regressive component of tax-benefit system in Moldova. Pensions also have the highest marginal contribution to poverty and inequality reduction followed by other direct transfers. 10 Obviously, all benefits positively contribute to poverty reduction. In the case of inequality, the results are similar -direct taxes, pension contributions and inkind benefits reduce inequality, while indirect taxes increase inequality. At the level of specific direct transfers, the most progressive transfers are social assistance to poor families (Table  14) . However, all other analyzed direct transfers are also highly progressive. The highest effect on inequality and poverty reduction comes from pensions -labor and social, assistance to poor families and other benefits. Despite a very high level of progressivity, social assistance transfers to poor families have a moderate effect on povertyon their own they decrease poverty by 1.5-2.5 percentage points; this is 2 times lower than social pensions and 10 times smaller than labor pensions. This moderate effect is mainly explained by the relatively small size of the program. As most of the redistribution in Moldova comes from pensions, the group that benefits from the biggest poverty reduction is pensioner only households. Poverty at the level of disposable income for this group is 7.5 times lower than at eth level of market income (Figure 8 ). While all families without children have poverty rates at the level of consumable income lower than at the level of market income, families with children actually experience an increase in poverty rates after tax-benefit interventions in Moldova. And the most vulnerable in this sense are families with 10 Marginal contributions are calculated as difference between poverty or inequality (Gini) with and without intervention.
Progressivity
Kakwani index to Gini index to national poverty to international poverty (3.2) to international poverty ( two or three children. For these categories, poverty at the level of consumable income is 16-20 percent higher than at the level of market income. Families with three or more children have also highest post-intervention poverty rates -more than half of households in this category are poor at the level of consumable income if the national poverty line is used (Figure 8 ).
Figure 8. National poverty rates inequality at various levels of income in Moldova by types of households, percent.
Notes: poverty rates at the national poverty line (1562.8 MDL per month per adult equivalent). Source: authors' calculations using HBS-2017 data.
While poverty reduction across locality types is similar in absolute terms, in relative terms rural households, which are much poorer than urban ones and remain poorer also after the interventions, register the lowest degree of poverty reduction. Poverty at the level of consumable income for rural households is only 17 percent lower than at the level of market income, while for small towns this number is 28 and for big cities, including capital it is 44 percent (Figure 9 ). The relative reduction in poverty rates is of the same magnitude across geographical regions, however, the central part of the country has slightly less poverty reduction after the main interventions (Figure 9 ).
Figure 9. National poverty rates inequality at various levels of income in Moldova by types of location, percent.
Notes: poverty rates at the national poverty line ( 
Efficiency of taxes and transfers
While absolute effects of the programs matter, a policy maker would also be interested in their cost and cost efficiency. We calculate the cost of reducing poverty by 1 percent through each transfer program, and we also calculate tax collections per each percent of generated poverty for taxes. We also look at how well the programs are targeted by looking at the shares of the program going to (or taxing) the poor; to the bottom 40 percent; and to the top 10 percent in income. We focus only on direct transfers and pensions for the expenditure side, as their primary goal is to alleviate poverty and inequality. Health and education expenditure pursue other goals, and hence we cannot evaluate their efficiency based only on the effects on poverty and inequality. Labor pensions, while non-conditional on income by construction, are moderately efficient in reducing inequality and poverty at the lower lines but become very inefficient in reducing the poverty at the higher line. Since many of the retirees rely on pensions as the only or major source of income, labor pensions, despite high cost, generate large marginal effects. Hence, the cost of reducing the extreme poverty rate and the poverty gap at the national line as well as inequality through labor pensions is relatively low. Pensions are also quite well targeted despite the absence of the targeting mechanism in the design: 65 percent of labor pensions go to bottom 40 percent of the distribution (defined before pensions), and only 11 percent goes to the top income quintile (Table 15 ).
The targeted social assistance to poor families benefits are the most efficient. Of all the types of direct transfers, poverty benefits have the lowest cost of fighting poverty and inequality (Table 15 ). This type of intervention has also the best targeting results -up to 40 percent of the program budget goes to bottom decile and almost 80 percent goes to the bottom 40 percent of the distribution, while only one percent goes to the top quintile (Table  15 ). Social pensions and child and family benefits are also relatively well targeted, but mostly focused on the bottom 40 percent of the distribution, while bottom decile receives twice lower share of the budget than social assistance to poor families (Table 15 ). Direct taxes and social contributions are more efficient in tax collection considering the poverty and inequality increase effects (Table 16 ). PIT is the most efficient direct tax in terms of redistribution effects among the direct taxes. PIT decreases inequality and has the highest tax collection for one point of poverty increase. In other words, it causes the lowest increase in poverty per one dollar collected. It also has the largest share of collections paid by the top income quintile (59 percent), while the bottom 40 percent of the income distribution contribute only 10 percent.
Indirect taxes are significantly less efficient in terms of redistribution. All indirect taxes increase inequality and have relatively low collection levels per one percentage point increase in poverty. They are also quite poorly targeted in the sense that large share of tax revenues comes from the low part of the distribution. VAT, for example, generates 26 percent of collections from the bottom 40 percent of the income distribution; while the top income quintile only contributes 33 percent of collections. Indirect taxes are inferior to direct taxes in terms of redistribution efficiency.
Cross-country comparisons
In order to place the Moldova analysis in the international context, the results were compared to similar CEQ analysis in four peer countries of the same region and with similar tax-benefit system: Belarus (Bornukova et al., 2017) , Romania (Inchauste et al., 2018) , Russia (Popova et al., 2018) and Ukraine - (Bornukova et al., 2019) .
The redistribution effect of Moldova's tax-benefit system is similar to other countries in the region. Inequality at market income level is higher than in Belarus and Ukraine, but slightly lower than in Romania and Russia ( Figure  10, left panel) . The redistributive effect of the welfare system is also similar -the Gini index in Moldova falls by 17 percentage points -just slightly lower than in peer countries (around 18 percent in Belarus, Romania and Russia and 21 percent in Ukraine). The inequality reduction at the level of disposable income in Moldova is the second highest after Ukraine in this set of countries. Indirect interventions increase the Gini index in all five countries, but most of all in Moldova (by 1.5 percentage points vs 0.2-0.6 percentage points in other countries). and the effect of in-kind transfers in Moldova is smaller than in peer countries. Poverty rates are relatively higher in Moldova than in neighboring countries, but the relative poverty reduction effect of main interventions is similar (Figure 10,  right Bornukova et al., 2017; Romania -Inchauste et al., 2018; Russia -Popova et al., 2018 , Ukraine -Bornukova et al., 2019 As in other countries, among the various fiscal interventions, pensions in Moldova are the main contributor to inequality reduction ( Figure 11 ). Moreover, this effect is the highest among the five countries. While progressivity of pensions is in line with other countries for which data are available, the highest contribution is explained by highest relative size of the pensions in Moldova comparing to other countries. (Figure 12 ). Social contributions also have the highest equalizing effect in Moldova and direct transfers are the second highest after Ukraine ( Figure  11 ). Indirect taxes have the highest negative marginal contributions to inequality reduction (they actually increase inequality in Moldova more than in other countries (Figure 11 ). In terms of progressivity, most interventions are similar in Moldova, Belarus, Romania, Russia and Ukraine, however the indirect taxes are most regressive in Moldova (Figure 12 ).
Figure 11. Marginal contributions to inequality reduction in Ukraine and peers, percentage points.
Note: Some numbers on this chart are estimated using backward calculations from the original source and might be not fully precise. Source: authors' calculations using HLCS-2016 data for Ukraine and respective CEQ analysis for other countries: Belarus - Bornukova et al., 2017; Poland -Goraus and Inchauste, 2016; Russia -Popova et al., 2018. Note: Kakwani index is a measure of progressivity. The higher the value is the more progressive is the transfer. Source: authors' calculations using HLCS-2016 data for Ukraine and respective CEQ analysis for other countries: Belarus - Bornukova et al., 2017; Poland -Goraus and Inchauste, 2016; Russia -Popova et al., 2018. 
Conclusions
This paper examined the fiscal incidence of the tax-benefit system in Moldova and its contribution to poverty and inequality reduction. The analysis reveals that the tax-benefit system in Moldova is quite pro-poor -60 percent of the population are net recipients and only 40 percent are net payers into the system. Households at the bottom of the income distribution rely almost entirely on transfers -they receive as much as 96 percent of their final income as net benefits (including old age pensions); the top two deciles contribute 26 and 36 percent of their final income respectively into the redistributive system in Moldova. Across different household types, families with three or more children, as well as single-parent families and retirees-only households are among the key beneficiaries. The system also allows for some smoothing of spatial inequalities, as the main beneficiaries are concentrated in rural areas and small towns, while those living in big cities are net payers on average.
The overall redistributive effect of the tax-benefit system is significant. The Gini index falls from 0.48 for market income to 0.31 percent for final income, a 36 percent reduction. The main redistributive effect is on account of pensions -just comparing the level of inequality in the space of market incomes with that associated with market income plus pensions reveals a 14 percentage points reduction in the Gini index of inequality. Indirect taxes are dis-equalizing, but given the relatively more uniform distribution of indirect taxes across the population, the effect is only a 2 percentage points increase in the Gini index when going from disposable income to consumable income.
In addition to its equalizing effect, the fiscal system also contributes to a notable reduction in poverty. Depending on which poverty threshold is used, the poverty headcount falls by some 20-60 percent from the level associated with market income alone, before fiscal interventions, to consumable income, inclusive of direct and indirect taxes and transfers. Notably, the poverty reduction effect is stronger for lower poverty lines, suggesting that the protective effect of the safety net gets stronger as we move towards the lower end of the income distribution. Like in the case of inequality, pensions are the transfers that contribute to poverty reduction the most, but direct transfers also contribute a notable reduction in poverty incidence.
In terms of overall progressivity, pensions and direct transfers are the most progressive components of the taxbenefit system in Moldova, followed by in-kind health and education benefits. Direct taxes and pension contributions are also marginally progressive, while indirect taxes (primarily VAT) are the only regressive component of the tax-benefit system in Moldova.
What is of greatest interest to policy makers, however, is the efficiency of various programs, or the magnitude of their impact (on poverty and inequality, in our case), per unit of budget allocated to that program. The CEQ analysis reveals that the targeted social assistance benefits to the poor families are the most efficient. Of all the types of direct transfers, poverty benefits have the lowest cost of fighting poverty and inequality. This type of intervention has also the best targeting results -up to 40 Moldova Romania Russia Ukraine assistance to poor families. However, despite the highest degree of efficiency of the social assistance for poor families program, its overall effect on poverty reduction is relatively small, which is due to the relatively small budget allocated to this program.
Labor pensions, even though they do not represent a means-tested transfer, are also found to be moderately efficient in reducing inequality and poverty, because many of the retirees rely on pensions as their main source of income; as such, marginal effects of pensions are high despite high overall cost. This is also accentuated by demographic characteristics of the population, population aging being a salient feature.
On the tax side, the PIT was found to be the most efficient direct tax in terms of redistribution effects among all of the direct taxes, in other words, it causes the lowest increase in poverty per one dollar of tax collected. It should be noted, however, that these features of the PIT are prior to the recent tax reform, which modified the PIT design from being a progressive transfer to being a flat transfer, but with a higher non-taxable exemption. One of the key analyses for future research would be to examine how the incidence of the PIT, and its degree of efficiency with respect to poverty and inequality changed as the result of the changes in its design.
Annexes
Detailed description of main taxes and social benefits in Moldova
This annex outlines, for each tax and benefit considered in the analysis, the main program parameters. In the case of taxes, this includes, for each tax separately, the tax base, the tax rates, as well as various deductions or exemptions, as appropriate. In the case of transfers, this includes eligibility, payment amounts, and, where available, the number of beneficiaries, according to administrative records.
TAXES
Direct taxes
Personal income tax Tax base Global annual income from the following sources:  Income from employment and benefits paid by employers, except mandatory payments to state social insurance budget and medical insurance funds;  Income from professional or entrepreneurial activity;  Capital gains;  Income from rent;  Other taxable sources of income.
Global taxable income does not include:  Pensions and other annuity payments paid from the state social insurance budget;  Social assistance benefits paid from the state budget;  Benefits for work-related accidents and occupational illness;  Benefits for temporary lack of working capacity (health leaves);  Scholarships received by persons studying in public educational institutions;  Nominal social compensations received by vulnerable groups;  Donations and inheritances;  Income obtained by physical persons holding entrepreneurial patents;  Other non-taxable sources of income.
Tax rates  7% for total income up to MDL 31140;  18% for total income exceeding MDL 31140.
Note: as of October 1, 2018, Moldova introduced a 12 percent flat tax rate on personal income.
Deductions from global income and allowances:  Payments for medical insurance and individual social security contributions;  Personal deduction -10,620 MDL;  Increased personal deduction -15,840 MDL, applicable in case of persons who: o Acquired and suffer from actinic disease or other diseases caused by the Chernobyl disaster; o Are parents or spouses of persons who died or were missing in military actions for the defense of the territorial integrity of the Republic of Moldova and military actions in the Afghanistan Republic; o Acquired disability following military actions for the defense of the territorial integrity of the Republic of Moldova and military actions in the Afghanistan Republic; o Have disabilities caused by war, by congenital diseases or have severe or accentuated diseases; o Are rehabilitated victims of political repressions;  Personal and increased personal deductions attributable to non-working spouse -10,620 MDL and 15,840 MDL accordingly;  Personal deduction for each dependent (other than those having congenital diseases or disabilities from childhood) -2,340 MDL;  Personal deduction for each dependent having congenital diseases or disabilities from childhood -10,620 MDL;
 Only 50% of the capital gain is considered for tax purposes.
Tax on the income from agricultural activity Tax base Income obtained by agricultural enterprises legally registered as physical persons.
Tax rates 7% of the income.
Withhold income tax Tax base
Dividends, interest, royalty paid.
Tax rates 12% (unless reduceable in case of dividends paid to non-residents under an applicable tax treaty).
Property tax Tax base
The tax base is the estimated value of the immovable property of all types and land. Depending on the type of property, the market or accounting value of the property is determined based on the method of comparative analysis of sales, method of income or method of costs.
Tax rates
Property tax is a local tax. The Tax Code and related legislation stipulate maximal and/or minimal rates, whereas relevant local public authorities set concrete tax rates. In case of only maximal rates defined by the national legislation, the concrete tax rate cannot be lower than 50% of the maximal rate. 
Patent tax Tax base
The patent tax is used for fiscal taxation of holders of patent of entrepreneur. Only physical persons are entitled to undertake economic activity under the patent of entrepreneur. The patent tax includes income tax, market tax, territorial improvement tax. In addition, the patent holders must contribute to the state social and medical insurance budgets. The patent tax is set as monthly lump sums which depend on type of the economic activity for which the patent has been issued and on the type of settlement. The biggest number of patents is issued for the retail trade activity. Besides, there are 48 personal or household-related services allowed to be provided under the patent of entrepreneur regime. The official policy regarding the patent of entrepreneur is to gradually substitute it, starting 2019, with another fiscal regime called independent activity.
Monthly tax amount for patent
The monthly tax amount for the patent is detailed in the Table A1 . Employer's contribution  23% of the gross wage bill and other compensations for the following contributors:
o For persons employed through individual labor contract, following administrative decision or other civil contracts; o For citizens of the Republic of Moldova employed in international projects, institutions and organizations in case that international treaties do not except payments of the social insurance contributions; o For persons undertaking activities in elected functions or are appointed in executive authorities; o For judges, prosecutors and ombudspersons;  33% of the gross wage bill and other compensations for the persons employed in the civic aviation sector;  23% of the 2 average wages forecast per economy as adopted by the government for persons employed in the military and security bodies.  54.7% of the unique tax paid by the residents of the IT parks; the unique tax is set at 7% of the sales volume, but not less than 30% of the forecast average wage per economy calculated per employee.  16% of the wage bill for employers in agricultural sector + 6% subsidy paid from the state budget; Employee's contribution  6% of the gross wage.
Mandatory contribution for medical assistance Tax base
Gross wage or lump sum.
Employer's contribution  4.5% of the gross wage.
Employee's contribution  4.5% of the gross wage.  Pupils and students enrolled in the levels 3-8 of the educational system, including those studying abroad;  Pregnant, parturient and postpartum women;  Persons with severe, accentuated or medium-severity disabilities;  Pensioners;  Unemployed persons registered with the National Employment Agency;  Persons giving care at domicile of another person with severe disability requiring permanent care and/or supervision from another person;  Persons from disadvantaged families entitled to social aid.
Indirect taxes Value Added Tax
Tax base This is the key component of the fiscal revenues in the Republic of Moldova. Domestic sales and import of goods and services are subject to VAT with their values representing the base for the VAT. Export supplies are taxed at 0%, which means that exporters are entitled to VAT deductions. Supplies in free economic zones and customs warehouses, income from interest of the leaser, goods and services sold for promotion or for advertising purposes, and property transmitted as part of the reorganization procedure of an economic agent are not subject to VAT.
Tax rates
 20%, standard rate;  8% for the following goods and services: o bread and bakery products, except products for children which are not subject to VAT; o a list of medicaments, medical devices and sanitary goods as approved by Governmental decisions; o natural and liquified natural gas and services for gas transportation and distribution; o livestock, crops and gardening products in natural form; o sugar from sugar-beet; o solid biofuel and raw material for production of solid biofuel;  0% for the following goods and services:
o exported goods and services; o international transport of passengers and goods and all related services; o electric energy, thermal energy and hot water supplied to residential buildings; o diplomatic and consular services, on mutual basis; o goods and services imported by and / or supplied to donor-funded technical and investment projects; o goods and services supplied in free economic zones; o services of the enterprises in the light industry for processing of raw materials forwarded by nonresident owners of the raw material; o duty free goods.
VAT exemptions
 housing, land, and related rent and lease services, except fees for related transactions;  a number of goods for children, including food;  privatized property and property transmitted free of charge by public authorities;  education and related services;  social assistance services and some of the related goods;  medical services;  financial services;  postal services;  gambling;  burial and cremation services for human or animal bodies;
 housing services;  domestic passenger transportation services and related services;  books and printed periodicals;  tractors for agricultural works and other agricultural equipment;  aircrafts;  other services and goods.
Excise tax
Tax base  Physical quantity / volume of the good for the cases when the excise rates are established per physical unit;  Value of good except excise and VAT for ad valorem established excise rates;  Customs value of the imported good including all customs duties except excise and VAT.
Tax rates
The Table A2details the excise rates for general goods, whereas the Table A3 -the rates for cars, by cylinder displacement and term of service of the imported car. 
Import tariff
Moldova has a relatively low import tariff. Its total MFN average applied in 2017 was 5.3%, here including 11.1% for agricultural goods and 4.4% for non-agricultural goods. The Table A4highlights the tariffs and imports by key product groups. 
Benefits
Social insurance pensions
Old-age pensions The pensions system in Moldova is organizes as a PAYG system. The contributions are paid on the account of both employer and employee. Until the 2018 tax reform, the employer's contribution for mandatory social insurance was 23%, which since 1 of October 2018 has been brought down to 18%. The employees' share is 6%. Due to the large number of beneficiaries (533 thousand end of 2017), the old-age pensions are the main item of the social insurance part of the SSIB (70%). Moreover, the growth rate of the number of pensioners has been much smaller than in 2016, mainly due to the increase in the retirement age and mandatory contribution period.
The monthly pension is rather small (around 85 USD, see Table A5 ) and the pension-wage replacement rate is only 26%. Compared to general old-age pension, there are a number of privileged categories receiving much higher pensions. 
Disability pensions
After the old-age pensions, the disability pensions represent the second most important item of the social insurance pensions in Moldova. The total number of beneficiaries in 2017 was around 128,000, in a steady decline compared to previous years (133,700 in 2015 and 132,900 in 2016) . The decline can be explained by two factors: 1) the health conditions reevaluation policy initiated by the Government with the aim of stopping the practice of unwarranted attribution of the disability pension to persons not meeting the medical conditions; and 2) increase in the minimal contribution period.
The average pension in 2017 was 1,149 MDL, which is almost 13% more than previous year in nominal terms. The increase has been due to indexation of the pension, valorization of the average insured income and application of the new formula for pension calculation. In 2017 there have been two rounds of valorization: starting with April 1 st 2017, the pensions established in the period 2001-2008 for 15,632 beneficiaries increased by almost 19% to reach 1,432 MDL, while starting with November 1 st 2017, the pensions established in 2009-2011 for 9,049 beneficiaries increased almost 38% to reach almost 1,419 MDL.
The disability is established by the National Council for Determining Disability and Work Capacity and can be of severe degree, accentuated degree and medium degree. According to the legal provisions, the minimal amount of the pension established for severe disability should be 75% of the minimum old-age pension; the minimal amount is 70% for accentuated disability and 50% for the medium degree disability. The law requires minimal contribution period for the person to be entitled to disability pension, as shown in the Table A6 . In case of a disability caused by a work accident or professional disease, the pension is established with no regard to the contribution period.  P -amount of the pension;  Vav -valorized insured monthly income, but not more than double amount of the average wage per economy for the year preceding the year of establishing disability;  Tt -total contribution period;  Tmax -maximal potential contribution period from the year of 18 until the retirement age, but not more than 40 years.
Social insurance benefits
In 2017 the National Office for Social Insurance paid 13 types of benefits (indemnities) to almost 395,000 beneficiaries annually (Table A7) . Support to insured persons for raising the child until the age of 3 Support to insured persons for raising the child until the age of 3 is the biggest program, for which in 2017 have been spent around 750 million MDL. There were almost 48,000 beneficiaries receiving the support as of end-2017. The average amount of the benefit was 1,348 MDL / monthly, with the concrete amount depending on the income of the insured person. According to the national legislation, the benefit is established at 30% of the average monthly income of the insured person, but not less than 540 MDL per child.
(The non-insured persons are also entitled to a similar benefit, of smaller amount, paid as social assistance, until the child reaches the age of 2.)
Protection of the persons in case of temporary loss of working capacity
The benefit for protection of the persons in case of temporary loss of working capacity (the health leave) is dominant in terms of number of beneficiaries (around 280,000), whereas the total amount spent has been almost 393 million MDL.
The benefits are established and paid by the employers. The base for calculation is the average income of the insured person in the previous 12 months. The concrete percentage depends on the contribution period / type of disease:
 60% of the calculation base for those contributing up to 5 years;  70% of the calculation base for those contributing between 5 and 8 years;  70% of the calculation base for those contributing more than 8 years;  100% of the calculation base for the persons whose temporary lack of working capacity has been caused by tuberculosis, HIV/AIDS or oncological disease, independently of the contribution period.
Support to families during pregnancy
Employed women and pregnant wives who depend on the insured husbands are entitled to this benefit is they are entitled to maternity leave. For the employed women, the right to this benefit does not depend on the contribution period. For the pregnant wives who depend on the insured husbands, a minimal contribution period of 3 years applies. The calculation base is the average wage in the previous 12 months before establishing the entitlement with the amount of benefit representing 100% of the base. The benefit is paid in one installment at the 30 th week of pregnancy, for a period of 126 calendar days (140 days in case of complicated deliveries or in case of delivering two or more children). As of end-2017, there were 20,051 beneficiaries of the indemnity of an average amount of 19,373 MDL.
Social assistance benefits
With an effectively executed amount of 4.9 billion MDL, the social assistance benefits represent around 29% of the total social payments paid by the National Office for Social Insurance. The social assistance benefits are funded by transfers from the state budget.
Social assistance pensions
By encompassing 14 types of different payments, the social assistance pensions have a share of 27% in total social assistance benefits. They cover such items as: pensions and disability pensions for military, pensions for the loss of breadwinner, pensions to the participants of the liquidation of the consequences of the Chernobyl disaster and / or supplements to pensions paid to some categories from the state social insurance budget. The Table A8provides details on the number of beneficiaries and typical amount of pension. Source: 2017 Annual Report of the National Office for Social Insurance.
Social assistance benefits (indemnities)
The total amount of the social assistance benefits (indemnities) in 2017 was roughly 433 million MDL. Among other expenditures, this category includes birth benefits (paid to all) and benefits for raising the children until the age of 2 for non-insured persons. Together, they account for 98% of the social assistance benefits paid in 2017. Other benefits include support to families giving birth to duplets and more children and life-long support to athletes.
The birth benefit represents one-off payment provided to all families following the birth of the new-born children.
In 2017 there were 32,400 beneficiaries, each entitled to receive a benefit of 5,300 MDL. The amount of payment is set on discretionary basis by governmental decision and is regularly increased (in 2016 the amount of payment was 3,100/3,400 MDL).
The annual amount of benefits for raising the children up to the age of 2 for non-insured persons totaled 230 million MDL. There were 32,800 beneficiaries, each one receiving 540 MDL on monthly basis (440 MDL in 2016).
 For the families composed only of work-unable persons (children, adults with disabilities, persons aged above 75 years (62 for the aid for the cold period of the year)) -the income derived from agricultural activities;
For 2017 the GMMI was established in the amount of 961 MDL. The GMMI is subject to annual indexation based on the CPI index for the previous year.
Other social assistance benefits In 2017 this category spent 1.74 billion MDL. It covers a vast number of different benefits, including subsidized tickets for treatment in balneary stations, summer camp vacations for children from vulnerable families, pension supplements up to the level of the minimal pension, and others.
However, the dominant item is the "supplementary financial support to some beneficiaries of pensions and social allocations". The annual amount spent was approximately 1 billion MDL in 2017. Total number of beneficiaries was roughly equal to 560,000 persons, with the average supplement slightly more than 140 MDL / month.
With an annual amount of 557 million MDL, the pensions supplements up to the level of the minimal pension ranks the second in the category of other social assistance benefits. Slightly more than 153,000 persons were entitled to receive the supplement, which averaged 300 MDL.
Students' scholarships and subsidies
Students from superior and VET education are entitled to education scholarships (stipends). There are three types of public scholarships: the general education scholarships, the merit scholarships and the social scholarship. Scholarships can be provided to up to 70% of the local students enrolled in public-funded programs in educational establishments. Within this limit, scholarships can be provided both to budget-funded students and to those paying tuition fees. Details on the general education scholarships for different educational levels are provided in the Table  A9 , A10, and A11. Table A9 . General education scholarships for the tertiary education -cycle 3 (PhD program), resident doctors, clinical secondary doctors and post-doctoral students.
Nr.
crt.
Categories of scholarship
Amount of the monthly scholarship, MDL
1.
PhD students in the 1 year of study enrolled immediately after the graduation of the faculty and those with work experience less than 3 years. 1155
2.
PhD students in the 2 nd year of study enrolled immediately after the graduation of the faculty and those with work experience less than 3 years. 1280
3.
PhD students enrolled in the 3 rd year of study mentioned in the rows 1 and 2 above and PhD students who before admission had work experience more than 3 years. 1325
4.
Resident doctors in 1 st years of residency 1155
5.
Resident doctors in 2 nd and 3 rd years of residency 1280
6.
Resident doctors in 4 th and 5 th years of residency, clinical secondary doctors enrolled in secondment program immediately after graduating the faculty. 1325
7.
Clinical secondary doctors enrolled in secondment program with work experience as doctors.
The position wage
8.
Post-doctoral students working on the thesis for the title of "doctor habilitat" Average wage received before admission to postdoctoral studies, but not more than average wage per economy last year.
Source: Annex 1 of the Regulatory framework for provision of student scholarships..., Government Decision no.1009 of 1 of September 2006. Table A10 . Amounts of scholarships for the students enrolled in tertiary education (cycle 1, cycle 2, integrated studies, medical and pharmaceutical education) and those enrolled in post-secondary and non-tertiary post-secondary professional-technical education and secondary professional-technical education, MDL/month Students having permanent residence outside the city where the educational establishment functions are entitled to 50% subsidy for two trips per year to their hometown and back. Also, they are reimbursed 50% of the regular accommodation and per diem expenditures during their mandatory internship practices and 100% of the related travel expenditures.
Students from some social groups (orphans, parents are persons with disabilities, families with many children, persons who are teachers) benefit of free accommodation in the student dormitories owned by educational institutions where they are enrolled.
Transport subsidies
A number of social categories are entitled to free travel in the public transport units in the municipality of Chisinau, including:
 Local elected officials  Employees in the security and law-enforcing bodies;  Veterans of war and holders of high-rank state orders and medals;  Honorable citizens of the Chisinau municipality (a title awarded by municipal authorities to distinguished persons)  Blood donors;  Victims of political repression in the Soviet times.
